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Sales and Investment Trends of

New Man‘ufacturing Firms

Totnl sales of all manufoctaring concerns starving
prflucHyve operationes in the 1Mé~48 prriod ammunted
to olwiost $16 billion during thesa yanrs, or ah average of
55 billion per year. By the ond of 14, theac Srms
which survived accounted for 4 pevocnt of tho gales,
ond slmoat 3 pareont of the sienber, of all manwloe-
turing companies.

Ix has heen roportnd previonsly thot the initiol invest-
ment in new plant pnd equipmaont pod in inventorics by
new manufzcturers in the 194=4F poriod amgunicd
to oboot 3BH million and B3MH milllon, respectively.
Allowing for the subseguent outlays of these Rrmes
during this peeled, their total investmont in mew plont
ood equipowent amounted bo over 211 hillion, or nhoat
4 pereent more thon their nitkal Bxed capitnl oathleys.
The subseguent growth of inrentorics amoeng sucviving
new frme, howoar, wos fully offset by the disnvest-
ment of those new fitme which mspended opemtions
during the 1946—40 pociod,

THIS 15 the fourth in o series of arsicles snnlyzing the

Eurnea and ua:cs__gfl lﬂlilt.én.l&ilnvaatment funds for new ﬂrnt'}ﬁ in
e postwar peri eir operating experience in their

enrly formntil:re yonrs, TPrevious urt.icl%a in the Suaver op

Currewr Busivess, have described the ssles and mventor

trends of new retail and wholesale trade firms and the initl

ﬂmﬁtnil requirements of these and new manufscturing

#

The present artivle describes the sales prowth and invest-
ment trends of monufacturing firms starting operations in
tha 3 years 1948 through 1048 and compares their axparience
with that of existing manufacturers new 8 CONCeITE.
The universe cstimates presemted below cover all manu-
facturing coneerns entering the business po[iiﬂutiun iluring
this peiod although the sample resylts nle ¥ ooly io sur-

\ viving new firms with one or more paid employees.*

Aggregate sales of new manufacturers

Baged on the survey resvlts and making due rllowance for
mortelity among new firms, 1t i2 estimated that all entronts
inte the manufacturing field in 1946 accounted for slightly
over 1 parcont of all manufaetursrs’ sales during that year.
As a reault of the declining business birth rate un%. incrensing
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diseontinuance rate in the following 2 yenrs, the sales eon”
tribution of new coneerns in their first enlendar yeor of

tivns fell to well under ! percent in 1947 end 1048.
It shonld ba noted that since new firms gomo into exigtenes
thraughout the calender year, their annual rates of snles b
the end of aach yenr wore approximately double the indicated
PorseningeE. .

Thoro nre several basie differences betwoen the v new
and established manufasturing firm that should ba considerad
in mny evaluation of their respective operating sxperionces,
The major differenes arises out of the typically small invesi-
ment of new frms, so that even the lagest new firms in tha
184648 period would be considered small by most standards,
Dhaw 10 the high investment requirements, newly ovgamized
concerns do not E&uemlly snter in such fields as primmry
metals, rubber, oil vefining, tabneco, heavy machinery, and
transportation equipment. Wkile new firms are found in
avery broad maouiacturing gru't;r, they are lurge]%' CONCEN-
trated in the lomber and apporel fislds, and to o lesser ex-
tent, in small metal-wordring and printing shops.

While new manufsctoring firms do not loom vary lurf in
tha ovar-all picture, their eales are quite significont in thoss
arens opan to smuller-scele operations. They ware most im-
poriant in the lumber industry, whers firms newly o imed
m 1946 accounted for nbout 10 percent of the industry’s
1944 sales. The couresponding percentage in apparel was
somewhat over 3 ent.

As cen be seen in chart 1 and table 1, sales of all manufac-

Chort 1.—New and AN Monufneturing Firms: Percentnge
Incrense in Saleg, 1946 10 1947 and 1947 to 1948 '
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-

turing firms inerensed more relatively thon did those of new
firms in the 194647 period. A apecial factor in this period
was the reconversion of a large number of existing firme to
peacetims production in 1946. This factor, superimposed
on the other economic characteristics of the pericd, was
reflected in very sizabie sales and inventory inecreases from
16346 Lo 147 in manefacturing ns n whole.

Talle 1.—MNew and ALl Menuineturing Fivma Percenlagn Chongt in
Sales amd Inveniorics, 1946 10 1047 andd 1947 to IHE, by Industey !
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While dnta are not avnilabie on the sales of existing frme
of sizo directly comparabla with now firms, thore i8 no signi-
fieant differanco during this period in the rolative sales in-
creeses of new firmes nnd existing firms of medium and amali
siza? In view of the direct relationship ameng asteblished
firms between nssci-gizo and thio increase in sales from 1946
to 1947, it is highly likely that new manufacturing fivms ﬂ*uw
refatively [nster from 1946 to 1947 than did estabiishod Brms
of comparpblc size. This conclusion is fnrthor supported by

comsiderably more vapid asles growth of now manufac-
turors (relative to nll monufectures) from 1947 to 1948 ond
by the mora [nvorable sales cxpericnces of now as egainst
catablished wholesale and retnil frade firms in the 104547
period. The morve rapid growth of new firms reflects their
greater initial vnused resoureca and untapped maerkot rela-
tive to established manafasturers.

When examined by year of entry (table 2), it is found that
gnles growth s most marked in the fiest Tull year of opora-
tions. From 1847 to 1048, sales of manufacturing firms
starting oporations in 1947 incronsed by 36 percent, those of
1940 enlrants hrE.,'hﬁ‘i percent, and all manufaciuring firms by
11 poreent.’ e tmore favornble showing of tho 1047
entronts whs evident in every industey exeept Leansportntion
cquipmnenst. ) )

& 3-year poriod covered by thie stndy does not permit
the estimntion of a compleie or definitive growth curve of
nowly established orgenizetions. The results indicate, how-
aver, that surviving new concerns in their first few L!i,ven.rs of
operations grew at a considernbly faster rate than did

ready established compenies during the same period—
although the difforentinl in growth waa repidly disapponring
by the end of the third yenr.
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Tha gradual sliminotion of war-deferred backlog demnnd
ond the slowing down of inflationary pressures had w rebard-

ing effect on the sales of both new and all firms during the
184748 peried. Among new firms, however, thare was a
less noticeable slackoning in total sales in 1948,

Sales growth and firm size

It waa indicated above that sales increases for sll monu-
facturing firms in both 1947 and 1948 were larger among large
concerns than among the smaller eatablishments. Tha less
favorable experience of the smaller estoblished firms in 1948
was to eome exlent due to their lesser concontration in the
heavy-goods fields and to the differential cyclical effects as

ugimgnte output approaches ils m}
howev
i

mong new mlmufn.m,lmggl er, sales gains
were inversely related to the sales-size of firm in ’b:;lt.]];ﬁermds.
The larger proportionate seles merease of the smeller new
pongerns may refleet ¢ greater nles potential relativae to their
initial scale of operations. Hxcept for the poorer showing
of the smeller lomber concerns in 1047, those size relationshipa
weara evident in every major indusiry in both years (chovt 2
and table 3). Whoa the sample dot, arve exemined in terms
of invemtment-size and | statue {ace table 4), the firms
with the smaller initisl mvestmens and the nonecrporats
%‘Hﬂl nre gencrally found to have the test sales growth.

Lo [ntter resuli primarily reflacts tha lower avernpe giza of
unineorpornbed firma,

Chart 2—New Manwufacturing Firms: Percentoge In-
orease in Sales, 1946 to 1947 and 1947 to 148, by Sales
Size *
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Inventory trends

The inventory huldill;l.hga of new mmfﬂ.cturinﬁ firma did not
rise relotively as much ns did those of all firms batween
either the of 1946 and 1947 or the end of 1947 and 1948,
It iz difficult to pin down the factors that result in these
trends—although there are severnl possible answers. Among



June 1830

these may be n conservative buﬁjrfg poliey dieteted by the
ligh price level and the lesser ability of new firms to with-
stand large inventory lozses, while availability of funds
to finanece sizable inventory secumulation may #lso have bean
a limiting factor, . . .
A n result of these divergent trends in sales and inventories
among new firms, their stock-sales ratios declined steadily
from 1940 to 1948 (see tabla 5). A similor decline scewred

among all menvfasturing concerns from 1948 to 1947, but

was reversed during 1848 with tha considerable easing in the
supply situation. %I:Iuweve;r, na ¢an ba seen in chart 3, the
stock-snles ratio of all small existing eompanies declined
from 1947 to 1948—a bebavior mors charscteristic of new
firms than of lazge established concerns.

Tablo 2—~New Manufo Firma: Parcentage Change in Sales,
Toventovics, A Mlant and iiqumnnt Account, 1T ro 1940, by
Industry and Yeor of Entry !
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In each year, the stoele-zales ratios of new Arme were con-
siderably lowor thon those of oll manufncturing componics—
with the latter muinteining more than half agnin ae much m-
ventory relativa io sales s did the former proup.  This differ-
eniial tonds to diaufpuar if comparizon is made with small
established firma, In 1047, for cxample, the inventorics of
ell manufacturing fivms were cqunl to 1.8 months of siles whila

Taldc 3.—Now and Estnblishved Manufociuriog Fieme Percentage Chon
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Chart 5.—New, All, and All Small Manafacturing Firma:
Stock-Sales Ratlos, 1947 and 1948 °
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manufacturing corporations with azsets of less than $280,000
haod inventories st 1.2 monthe. The stock-sales ratios of
boih new foms and all manuisctuwing parovships (proprie-
torship datn arve net available) in the samo period wers just
about squal to one month'a sales,

Inuentory turnover by size of firm

When new firms nre classificd by investment-size, 16 is again
Iound that the stock-snles ratio wvaries directly with esize.
Howevor, whon classified by sales-sizo this is no longer true—
and the smaller new companies are found to held & greator
volume of inventories rolative to ssles than da the larper
now concerns (see tahble 6. Whiloe dota to test this finding
smong cxieting manufacturers sra not svailable, it was also
noted among both new and oxisting trads firms.
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The opposite results yiclded for the ratic of inventories to
sales by the seles-size and investment or asset-size classi-
fications are due to the positive correlntion of sales-size
with the denominator in the former ease and of investment-
size with the numerntor in the lotter. When the stock-sales
ratios are clossified by employes-size—a voriohle which does
not enter into the ratios—it is lound that there is some tand-
enecy for tho stoclk-sales ratios among new manufacturers to
be direetly related to size.

Plant and Equipment Growth

The ENWMt and cquipment pccount (i. e., befors de-
prociation nllownnces) * of concerns etarting production in
1946 incrensed almost one-fourth from year-end 1946 fo 1947
ond about one-gighth in the following yem. While gimilar
data arve not aveilable for all manufacturing companies, the
net property accounts of all menufacturing corporstions
aceording to date from the Federal T'rade Commission and
the Securities and Exchange Commission inereased about 19
and 20 percent, respectively, during these periods, It
ghonld be noted, however, thet thesa fipures avers!mtla the
rowth of established firms due to: (]%u the considerably
higher prices paid for veplacemont and expansion of facilities
in the postwar period relstive to the avorage of prices at
which existing facilitics had beon purel ; {2) the
comparison of current additions with greetly deprecinted
bools values. [Ttilizing Bureau of Internal nue doia,
und adding back all reserves for depreciationr—a not entively
wolid procedure—it is found that the gross capital assets
(exeluding land) of all manufaeturing corporations inereaszed
13 parcent from 1946 to 1847 a8 compared to v 21 percent
merense in nat enpitsl ossets®  ‘While this infermation is not
yot_availabla for 1848, externsl data indicate thal gross
capital asscts increased alightly over 12 percent duving this
your.

Takle 4. ~Tew Monufacturiog Firme: Fercentoge Change ln Salcs
and Plant nnd Eguipment Account, 1947 0 1948, by Inveatment
Bizo ond Lognl Staltus!
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Thus, the gross plaut end oquipment account of new
conceris necreased considerably more percentagewise then
that of &Il manufacturas in 1947—and incrensed about the
same smount in 1848, When comparisen is made with
changes in the net propaty accouni of all menufacturing
corporations with nssets of less than $250,000, the largor

wth in capital nszets of new firms beeones niors Bpparent.
Eglnbim to thoir respective holdings of the beginning of the
peviod, additions of cnpital goods by new eompanies were
three times the acquisitions of small establiahed corporations
in 1847 and twice such aequisitions in 1948, )

In terms of the awnilability of funds for financing the

subsoquont investment of new firms, this vesult ssems nt
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varianes with the posgsibility noted sbove that capital auppli

may have been a Nmiting factor in m"““".“".’l’;. lgmwth.

partiol pnswer may ba in the grenier availebility to new
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firme of both bonk and supplier credit in the cnse of fired

agaela.
Other investmeni characteristics of new firms

The survay results lzo indicated that investment in capital
poods subsequent to initial investmeni is relatively

nkor in the first yenr of operations thon in the second year,

can be seen in chart 4, the peresntage increqase in the plunt
and equipment account &urmg 1948 was larger among manu-
facturing firms etarting operations in 1847 thon among con-
cerns entering in the previous year—and both groups of
ngwg organized companies grew proportionately more than
did all existing smull cm-ggn.tmn& ha lakger capitel goods
investment raie in the firal vemr of operaticns was in cor-
ra?ndenua with the grester sales growth notod above—
although the suyrvey results Ior imventory growth was ineon-
clusive by year of entry.
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